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MARKET ANALYSIS FOR A REUSE APPRAISAL 


HE appraisal of land for reuse in urban redevelopment areas is a rela- 
T tively new challenge for appraisers. Those of us who have been active in 

this field are intrigued with the many complicating factors in these ap- 
praisals which include forecasting values, restrictive covenants, alternate 
methods of disposal, highest and most likely uses, future property rights, tax 
exemption features, and especially the question of economic feasibility. This 
last factor is probably the most important of all, and can only be decided after a 
thorough market analysis of each project’s plan. 


Before the appraiser can conclude his estimates of value for the various pro- 
posed sites, he must investigate and analyze all pertinent supply and demand fac- 
tors affecting the marketability of the types of property he is appraising. Some 
redevelopment projects are small in size and limited to only one or two land 
uses, such as residential and local shopping. Others are exceedingly large in 
scope and contain provisions for new land uses of all types which will have a 
terrific impact upon their city’s land use pattern and economic base. The fact 
that future development of these areas will be done by private interests rather 
than by a public agency makes it mandatory to conceive a final redevelopment 
plan which must be practicable, and the land when offered for sale as restricted 
by the plan must be marketable. 


When we first began making reuse appraisals, the contracts included a pro- 
vision requiring a market analysis. The actual scope of such a survey was not 
spelled out. Urban renewal officials could only outline generally that they wanted 
proof that the land actually could be sold for the proposed uses, and at prices 
somewhere near the concluded appraised fair market values. Contracts being 
executed today do not contain much more detail along this line, but they do in- 
clude consultation, advice, and recommendations during the preparation of the 
plan with reference to all of the real estate aspects of the plan. Ideally, the real 
estate appraiser should be conducting his market analysis during the preparation 
of the plan, and his appraisal then follows the adoption of a final plan which has 
had the benefit of his advice and recommendations. 


What then should a market analysis for a reuse appraisal include? Assuming 
a redevelopment area of some considerable importance and containing plans for 
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residential, commercial, industrial, and public or semipublic uses, the market 
analysis should include a fairly comprehensive study of a city’s economic base. 
This would mean an analysis of population trends, movements, and probable fu- 
ture growth; an investigation of housing facilities both as to supply and demand, 
and type and quality; a study of the industrial base, including basic and service 
industries, and employment opportunities which, of course, are the real basis 
for a city’s size and future growth. The market analysis should contain proof 
that the commercial areas would be feasible. This may include justification for 
expansion of a downtown district, or the creation of a shopping center for the 
future need of the residents in the area. 


A market analysis should not be considered as ‘window dressing” for the 
reuse appraisal. It is not important that Indians used to visit a city when it was 
only a trading post. Nor is it sufficient to merely republish statistics from the 
chamber of commerce and utility companies. The important function of the mar- 
ket analysis is not only to assemble these local facts and figures but to relate 
them specifically to the supply of and demand for real estate of the type which 
will be offered in the urban renewal area. 


Demand must include not only desire for possession but also the ability to 
acquire. Supply is not only the existence of a commodity, but its existence in 
the right place, at the right time, and at the right price. If a large industrial 
park is included in a redevelopment plan for a centrally located area, the ap- 


praiser should weigh the desirability of this location against other available 
sites and their facilities. If there is a large quantity of existing well-located 
industrial sites, it may not be feasible to plan for more, and thereby over- 
supply the market. If there is a shortage of good available industrial land, 
justification of the plan is made easier. 


Probably the most troublesome aspect of most urban renewal plans is that 
concerning housing. Unfortunately, most areas being cleared are occupied pre- 
dominantly by substandard housing and low-income families. We have found gen- 
erally that the majority of the families in these areas cannot be classed as pros- 
pective purchasers or renters for the new private housing to be erected, in spite 
of very liberal financing arrangements. While they desire the new housing and 
should form the nucleus for the demand side of the equation, the majority of these 
families simply lack the ability to purchase or rent at the necessary economic 
levels of new private housing. Therefore, the market analysis must seek else- 
where to justify effective demand. 


Whenever warranted, we conduct surveys, either by personal interviews or 
by direct mail with brochure and questionnaire and return envelope. For exam- 
ple, if a large supply of high-rise apartment units is being considered, within 
walking distance of downtown, we distribute brochures and questionnaires among 
a cross-section of employers in the district. We have found a very high degree 
of cooperation among employers and employees. Results of such a survey can 
then be expanded to a universe with a reasonable degree of accuracy to find not 
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only desire for the proposed space, but also family incomes which indicate abil- 
ity to pay the projected rentals. One interesting fact that most of our housing 
surveys have revealed is that among the lower to middle-income families there 
is a surprisingly high percentage preferring to buy or rent in low-density devel- 
opments containing duplexes, flats or row houses. Some of our planners have 
a tendency to go overboard for elevator apartments and a surplus of even low- 
density rental units, when a market analysis may reveal that much of the effec- 
tive demand can be met only with single-family duplexes, or individual row units. 


We find that each urban renewal project contains a unique set of conditions, 
which means that each market analysis must be tailor-made to fit the circum- 
stances. If a hotel or office building is planned, then considerable attention 
must be given to the particular demand for and supply of such space. If parking 
areas are planned adjoining the downtown district, the appraiser should deter- 
mine, if needed, whether they are properly located, or would some other com- 
mercial use be a higher and more likely use of the sites. 


When commercial districts are included in the plan, the market analysis 
should develop what are the highest and best commercial uses that can be ex- 
pected. If the renewal area is actually an expansion of a downtown district, con- 
siderable work should be done justifying such expansion, and then specifically 
identifying the character of the uses which are most likely to seek the new sites 
in the renewal area. If the plan calls for a convenience shopping center, the 
market analysis should consider the future population to be served, the strength 
of competing retail uses around the area, family income, and probable expendi- 
tures in the proposed center. In this way the size and number of stores can be 
forecast with estimated sales volumes, and in turn rentals justified for the nec- 
essary return to land and buildings. 


A market analysis properly executed should provide the appraiser with much 
of the data he will need in completing his reuse appraisal. In the course of his 
survey of the quantity and quality of competing sites, whether they be residen- 
tial, commercial, or industrial, the appraiser will find the bulk of his market 
data for valuation purposes. For potential income-producing sites in renewal 
areas, the market analysis should provide important rental market data which 
can then be used with a land residual technique. 


In nearly every urban renewal project there are plans for using some of the 
land for public or semipublic uses. This type of use may take the form of new 
parks, plazas, expanded school sites, or, very often, expressways and major 
street improvements. While the market analysis is not concerned directly with 
justifying public or semipyblic uses, the appraiser should consider how these 
uses fit into the urban land pattern of the community and the renewal area in 
particular. Usually these public type uses will have a significant influence on 
the reuse appraisal values. It is necessary to visualize the renewal areas as if 
reconstructed with an entirely new environment. This is especially true when- 
ever major changes are planned in the traffic patterns. 
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Most parties concerned will agree that it is not possible to pinpoint precisely 
supply of and demand for particular land uses in a new area some time in the 
future. Nevertheless, the appraiser, by a thorough and pertinent market an- 
alysis, should be able to convince himself and his clients (which in this case are 
not only public agencies but the public in general) that a proposed plan is econom- 
ically feasible, and that his concluded market values are based on a firm 
foundation. 


In preparing a reuse appraisal and its market analysis, the real estate ap- 
praiser is actually working in a wide variety of fields. As is frequently pointed 
out, an appraiser needs to know a great deal about a number of related subjects. 
For the market analysis, in particular, the appraiser should be familiar with 
planning, economics, statistics, and have a working knowledge of the science of 
government at the Federal, State, and local levels. 


aren K. Appar 
JAMES R. APPEL/ M.A. I. 











